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July 28, 2014

TO: Senator Jennifer Shilling
Room 20 South, State Capitol

FROM: Rick Olin, Fiscal Analyst

SUBJECT: Distributional Information on Individual Income Téx Rate Reduction

At your request, this memorandum provides distributional information related to the income
tax rate reductions enacted under 2013 Wisconsin Acts 20 and 145.

Under the state individual income tax, Wisconsin taxable income is multiplied by the
-applicable tax rates to arrive at gross tax liability. Currently, the state employs four tax brackets, with
a separate rate assigned to each bracket. Prior to tax year 2013, the state employed five tax brackets,
but 2013 Wisconsin Act 20 reduced the number of brackets and each of the corresponding tax rates,
beginning in tax year 2013. In the January 2014 Special Session, the Legislafure enacted an
additional tax rate reduction effective in tax year 2014, decreasing the rate for the bottom tax bracket
from 4.40% to 4.00% (2013 Wisconsin Act 145).

The tax rate structure is cumulative so that each tax rate applies only to income that falls within
the corresponding bracket. Under the current structure, a taxpayer with income exceeding the
threshold for the top bracket would have income subject to all four tax rates. The tax brackets vary
by filing status and are indexed annually for inflation. The following table reports the rate and bracket
structure by filing status for tax year 2014 under prior law and under current law. As noted above,
Act 20 reduced the number of tax brackets by combining the second and third brackets. On the table,
both of those brackets are displayed, but the same tax rate is reported twice for purposes of the current
law tax rate.



Tax Rates and Brackets for Tax Year 2014 Under Prior Law and Current Law

Married- Single or Married- Marginal Tax Rates
Joini Head-of-Household Separate Priorlaw Current Law
Less than $14,540 Less than $10,910 Less than $7,270 4.60% 4.00%
14,540 to 29,090 10,910 to 21,820 7,270 to 14,540 6.15 5.84
29,090 to 218,170 21,820 to 163,630 14,540 to 109,080 6.50 6.27
218,170 t0 320,250 163,630 to 240,190 169,080 to 160,130 6.75 6.27
320,250 and over 240,190 and over 160,130 and over 7.95 7.65

The rate and bracket changes translate to a tax reduction estimated at $393.4 million in tax
year 2014, Three attachments to this memorandum display the estimated distribution for tax year
2014 of taxpayers with decreases by Wisconsin adjusted gross income {AGI). Attachment 1 includes
all filers, Attachment 2 includes married-joint filers, and Attachment 3 includes all other types of
filers (single, head-of-household, married-separate, and single-dependent). Although "other"
taxpayers represent over half (52.2%) of the taxpayers with a tax reduction, married-joint filers are
expected to realize a larger share of the tax reduction (68.7%). This occurs because the income of
married-joint filers represents almost 70% of Wisconsin AGI. As a group, the total net tax liability
of married-joint filers significantly exceeds the total liability of other filers.

'The data in the attachments was provided by the Department of Revenue and was estimated
from aggregate data from the 2012 tax year, adjusted to reflect changes in income levels.
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